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This study aims to determine how the effect of financial performance on firm 
value with corporate governance as a moderating variable in the income 
smoothing companies listed on the Indonesia Stock Exchange 2015-2020. This 
study uses one independent variable (financial performance), one dependent 
variable (firm value), and one moderating variable (Good Corporate 
Governance). The sample used in this study were 40 income smoothing 
companies listed on the Indonesia Stock Exchange from 2015 to 2020 with a 
total of 240 pieces of data. The sampling technique used in this study was the 
purposive sampling technique. The results of hypothesis testing indicate that 
financial performance has a positive effect on firm value. Corporate 
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1   Introduction 
 
The presence of the capital market increases the choice of companies to obtain funding sources (especially long-term 
funds). This means that spending decisions are increasingly varied so that the company's capital structure can be 
optimized. The role of the capital market from the company side is the availability of funds from investors to the 
company, while from the investor's side it is hoped that they will get a return on the deposit of these funds. There are 
several parties with an interest in an entity, namely the owner of the company with an interest in the invested capital, 
the management with an interest in the reward (bonus) that will be obtained, the government has an interest in the taxes 
that will be imposed on the company and workers who have an interest in their welfare in the entity. There are often 
conflicts of interest between these interested parties, where each party wants to maximize its interests. The most 
obvious conflict of interest is between the company (principal) and the management. Principals want the company to 
be properly managed by management according to applicable rules to earn profits, while management wants the 
principals to get satisfaction with their work, which is shown by increasing profits from period to period to get rewards 
for their performance. Although to achieve this, the management did all kinds of ways. 
The importance of earnings information is realized by management so that management tends to perform 
dysfunctional behavior (inappropriate behavior) which is influenced by the asymmetry of information in the concept 
of agency theory where each party, both the principal as shareholder and agent as company management, has different 
interests and wants to fight for it. their respective interests to encourage managers to carry out earnings management 
or manipulation of earnings (Assih & Gudono, 2000). One of the management's actions on earnings that can be taken 
by management is income smoothing. The income smoothing action can be defined as a means used by management 
to reduce the variability of earnings reporting sequences relative to several target sequences which are seen due to the 
manipulation of accounting variables (Koch in Khafid, 2002). According to Eckel (1981), income smoothing can be 
produced from either natural smoothing or intentional smoothing or real smoothing or artificial smoothing. Natural 
smoothing implies that the profit process inherently produces an even flow of profit. Meanwhile, actual smoothing 
means income smoothing by choosing an accounting method and applying accounting procedures to transfer costs 
and/or income from one period to another to produce a certain profit flow. 
The income smoothing concept assumes that investors are risk-averse, Fudenberg, and Tirole (in Khafid, 2002) 
and risk-averse managers are motivated to do income smoothing. Likewise, to creditors, managers prefer alternatives 
that produce equal profits Trueman and Titman (in Khafid, 2002). The results of Zuhroh (2004), study also show that 
there is a strong motivation that drives managers to income smoothing. Healy (1985), states that managers have a large 
enough incentive to smooth income to reduce fluctuations in company earnings so that it is expected that the company's 
performance will look better and investors will find it easier to predict future earnings. The company will choose 
accounting procedures that generate certain profits to meet the desired targets. Owners also try to encourage 
management to maximize their ability to achieve the targets set to make the entity look good and financially secure. 
Income smoothing is a logical and rational practice carried out by management, to the extent permitted by the principles 
of good accounting and management in Widana et al. (2013). Nevertheless, this income smoothing action resulted in 
misleading information regarding earnings which resulted in wrong decision-making by interested parties, especially 
for the company (Cahyati, 2010) in Widana et al. (2013). 
Assessment of company performance is an activity that is very important because based on the results of this 
assessment, the measure of the company's success during a certain period can be known. The results of this assessment 
can be used as a guide for efforts to improve and improve the company's performance in the future (Sugiarso & 
Winarni, 2005). According to Permana (2013), the measurement of financial performance is a fundamental aspect for 
investors to invest in because it reflects the real condition of the company. According to Ganto et al. (2008), stated that 
a good financial performance of a company is the main consideration for investors in making investment decisions. 
Improved financial performance is expected to increase the value of the company, where the higher the financial 
performance, the higher the value of the company (Davis & Albright, 2004; Mahoney & Roberts, 2007). 
According to Puspitasari (2010), high company value will be followed by high prosperity for shareholders. The 
higher the stock price, the higher the company value which shows the company's prospects in the future. High company 
value will reflect if the company is well managed. Corporate governance mechanisms can oversee management and 
decision-makers, making it easier to maximize firm value (Handayani & Yustikasari, 2017 in Restuningdiah, 2015). 
Also, corporate governance is expected to be able to overcome inconsistencies in the effect of financial performance 
on firm value. 
Law No. 40 of 2007 concerning Limited Liability Companies also regulates the implementation of corporate 
governance that is run by the company. Good corporate governance creates mechanisms and means of control to enable 
IRJMIS                  ISSN: 2395-7492     
Irwanti, N. P. P. W., & Ratnadi, N. M. D. (2021). Good corporate governance moderate the effect of financial 
performance on firm value. International Research Journal of Management, IT and Social Sciences,  
8(1), 91-101. https://doi.org/10.21744/irjmis.v8n1.1117 
93 
the creation of a balanced system of profit and wealth sharing for stakeholders and creates efficiency for the company 
(Nuswandari, 2009). The corporate governance structure will create a distribution of rights and obligations between 
the various parties involved in the company (Sugiyanto, 2011). 
The implementation of good corporate governance will make the company gain the trust of investors. Research 
conducted by Sukasih (2011), shows that the impact of implementing good corporate governance is to increase the 
company's financial performance as a result of the low risk that must be borne by investors due to the guaranteed safety 
of funds invested in the company. Research conducted by Mahendra et al. (2012), found that financial performance 
has a positive effect on firm value, the higher the company's financial performance, the company can generate high 
returns for shareholders and increase firm value. Subiyantoro & Andreani (2003) found that the company's financial 
performance had a positive effect on the company's stock price, high stock prices could reflect high firm value. Amri 
& Untara (2012), also prove that the company's financial performance has a positive effect on firm value. 
Salno & Baridwan (2000), found that there is no difference in returns between smoothing firms and non-income 
smoothing firms. Assih (1998), found evidence that market reactions as measured by cumulative abnormal returns 
between income smoothing firms differ significantly from non-income smoothing firms. Samlawi (1999), concluded 
that in the analysis of the total sample, it was found that there was a significant difference in average returns between 
average firms and non-average firms (average return of average firms was smaller than non-average firms). Meanwhile, 
the latest research conducted by Khafid (2002), found empirical evidence that there is a difference in market reactions 
as measured by cumulative abnormal returns between different income smoothing companies and non-income 
smoothing companies. 
Samlawi (1999), identifies factors that can encourage income smoothing practices including firm value, operating 
leverage, company size, the existence of bonus planning, and the industrial sector. High company value will reflect if 
the company is well managed. Ulupui (2007), states that firm value is determined by the earnings power of the 
company's assets. A positive result shows that the higher the earnings power, the more efficient the asset turnover is 
and or the higher the profit margin the company gets. Research conducted by Ulupui (2007) found that financial 
performance has a significant positive effect on stock returns for the next period. Therefore, financial performance is 
one of the factors that influence firm value. Ratih & Setyarini (2014), also found that financial performance has a 
positive effect on firm value. Different results obtained by Anggitasari & Siti (2012), found that financial performance 
as proxied by ROA does not have a significant effect on firm value. Suranta & Pratana (2004), in their research, found 
that financial performance hurts firm value. Carningsih (2012), research found that financial performance does not 
affect firm value. Similarly, research conducted by Puspitasari (2010), found that financial performance hurts firm 
value. 
The difference in the results of the research is interesting for re-research (replication) on this topic. The author 
includes corporate governance as a moderating variable that is thought to have contributed to strengthening or 
weakening this influence. Corporate governance is a concept based on agency theory and is expected to serve as a tool 
to provide confidence to investors that they will receive a return on the funds they have invested (Restuningdiah, 2015). 
Corporate governance provides a structure that facilitates the determination of the goals of a company, and as a means 
of determining performance monitoring techniques (Rodriguez-Fernandez, 2016). This study uses financial 
performance with the proxy of Return on Asset as an independent variable because it can measure the efficiency of the 
company in carrying out operational activities. Return on Asset is also a fundamental ratio that can measure the level 
of company profitability. Firm value is proxied by Tobin's Q because the Tobin's Q ratio can provide information about 
the state of the company whether it is growing, stagnant, or decreasing so that investors can make the right decisions 
(Mak & Kusnadi, 2005; Villalonga & Amit, 2006; Putri & Rahyuda, 2020). 
Corporate governance is chosen as a moderating variable because corporate governance is a form of monitoring 
from the principal to the agent which will certainly reduce agency costs that arise as a result of a conflict of interest 
between the principal and agent (Jensen & Meckling, 1976). Florackis & Ozkan's (2009) research examines the effect 
of GCG implementation on agency cost and finds that for companies that perform good governance, it is indicated by 
ownership, board composition, and the formation of an audit committee and external auditors can significantly reduce 
the number of agency costs. for the company concerned. This research is supported by Ibrahim & Samad (2009), and 
Gul et al. (2017), which states that corporate governance can significantly reduce agency costs. With a well-structured 
and well-structured company management, it can increase transparency and accountability and can control manager 
behavior so that it is not only beneficial for themselves but benefits stakeholders so that it is expected to increase 
company performance and value. Anggitasari & Siti (2012), the research includes corporate governance as a 
moderating variable, and the results of their research show that institutional ownership can moderate the relationship 
between performance and firm value. 
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Literature review and hypothesis development 
 
Financial performance is one of the factors that become the reference for investors in buying shares. For companies, 
improving financial performance is a must so that company shares remain attractive to investors. The level of financial 
performance depends on the management of the company's assets which reflects the company's operational efficiency. 
The higher the financial performance, the more efficient the company's operations are. According to Hamonangan & 
Macfoedz (2006), the firm value will decrease if the quality of company earnings is low. The low quality of company 
earnings can lead to mistakes in making decisions for investors or creditors (Hamonangan and Mas'ud). Also, research 
conducted by Wijaya & Linawati (2015), states that Return On Asset (ROA) has a significant positive effect on 
corporate value, while research conducted by Hermawan and Afiyah Nurul Maf'ulah (2014), states financial 
performance (ROA). ) has no significant effect on firm value. Profitability is the company's ability to make a profit. 
The profit the company gets comes from sales and investments made by the company. Profitability is also a description 
of management performance in managing the company. The higher the value of the ROA ratio, the higher the 
company's ability to generate profits which results in high profitability. The high profitability value of the company 
will give a positive signal to investors or creditors that the company is in a favorable condition, this will attract investors 
to own the company's shares. The high demand for shares will make investors appreciate the value of shares greater 
than the recorded value in the company value so that the company value will be high. 
H1: Financial performance has a positive effect on firm value 
 
According to Kanagaretnam et al. (2007), one of the benefits of corporate governance is to reduce agency costs. Good 
corporate governance (GCG) will reduce conflicts between principals and agents with supervision, thereby reducing 
the possibility for managers to take opportunistic actions. The implementation of good corporate governance can 
provide effective protection for investors in recovering their investment fairly (Tjager, 2003). Corporate governance 
is a way to provide confidence to investors that they will get a return on the investment that has been made in the 
company (Shleifer & Vishny, 1986). According to Luhukay (2002) in Nuswandari (2009), some parties consider 
openness and information about corporate governance to be more important than corporate financial information. 
Research by Retno & Priantinah (2012), proves that corporate governance has a positive effect on firm value, which 
is proxied by the Tobin's Q ratio. According to Sukasih (2011), the implementation of corporate governance in 
companies can improve the company's financial performance because investors feel safe with invested funds. so that 
it will reduce the company's cost of capital. According to research by Love & Klapper (2002); Black et al., (2003); and 
Da Silveira & Barros (2007), it shows that the higher the level of transparency on the implementation of good corporate 
governance, the higher the firm value as indicated by the high stock prices. company. According to Retno & Priantinah 
(2012), corporate governance mechanisms can create a balance between various interests that can provide benefits for 
the company as a whole. Anggitasari & Siti (2012), shows that corporate governance proxied through institutional 
ownership can moderate the relationship between financial performance and firm value. Good corporate governance 
(GCG) will reduce conflicts between principals and agents with supervision, thereby reducing the possibility for 
managers to take opportunistic actions. 
H2: corporate governance can moderate the relationship between financial performance and firm value. 
 
 
2   Materials and Methods 
 
This research was conducted at income smoothing companies listed on the Indonesia Stock Exchange (BEI) in 2015-
2020. Income smoothing companies tend to have stable financial performance compared to non-income smoothing 
companies. Financial performance that is deliberately stabilized will result in asymmetry of information received by 
investors. The implementation of good corporate governance is expected to be able to reduce the practice of income 
smoothing so that go public companies can provide accurate information about the company's financial performance. 
Sources of data in this study are secondary data, namely the annual reports of companies that have smoothed profits 
for the years 2015-2020. The population in this study were all companies listed on the Indonesia Stock Exchange in 
2015–2020. The purposive sampling technique was used as a method of sampling. Data analysis techniques using 
interaction tests or often referred to as moderated regression analysis (MRA) is a special application of linear multiple 
regression where the regression equation contains elements of interaction (Ghozali, 2012). The statistical equation 
formula used is as follows: 
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NP = α + β1 KK + β2 CG + β3 KK * CG + e …………………… (1) 
Information: 
NP = Firm value 
KK = financial performance 
CG = Corporate governance 
α = constant 
β1-β3 = Regression coefficient 
e = standard error 
 
If in equation 6 the regression coefficient value β3 has a significance level smaller than α = 0.05, it can be said that 








The following results of the interaction test in this study are presented in Table 1. 
 
Table 1 
Results of a model I regression analysis 
 
Model Unstandardized Coefficients 
Standardized 
Coefficients 
t Sig. B Std. Error Beta 
1 (Constant) 2.438 .367  6.649 .000 
Financial Performance .440 .091 .304 4.810 .000 
 
Table 2 
Results of model II regression analysis 
 
Model Unstandardized Coefficients 
Standardized 
Coefficients 
t Sig. B Std. Error Beta 
1 (Constant) 1.876 .429  4.370 .000 
Financial Performance .433 .102 .299 4.237 .000 
Corporate Governance .154 .076 .131 2.025 .044 
X*Z .101 .040 .104 2.525 .032 
Secondary Data, 2020 
 
The t statistical test shows the partial effect of the variable KK (ROA), CG, and KK * CG on NP (Tobin's Q). Based 
on the results of the t statistical test above, the following regression equation can be made: 
Y = 2.438 + 0.440X (Model I) 
Y = 1.876 + 0.433KK + 0.154CG + 0.101KK * CG + e (Model II) 
 
The coefficient of determination 
 
In the table below it can be seen that the determination test of the overall regression results of the correlation between 
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Model R R Square Adjusted R Square Std. Error of the Estimate 
1 .341a .116 .104 3.15384 
Secondary Data, 2020 
 
The R-value of 0.341 means that the level of correlation between the variation of the independent variable and the 
dependent variable is 34.1%, meaning that the firm value (NP) has a weak relationship with KK, CG, and the KK * 
CG interaction variable because of the correlation coefficient < 0.5. The coefficient of determination (R2) of 0.116 
means that the model's ability to explain the variations in the dependent variable is 11.6%. The Adjusted R² value of 
0.104 indicates that 10.4% of firm value (Tobin's Q) can be explained by the variable KK (ROA), CG, and the KK * 
CG interaction variable while the remaining 89.6% is explained by other variables that are not included. into the model. 
The Standard Error of the Estimate value is 0.3153, indicating that the smaller the Standard Error of the Estimate value, 
the more precise the regression model will be in predicting the dependent variable. 
 
Simultaneous significance test (F statistical test) 
 
It can be seen in Table 4 that the calculated F value in this research model is 9,892 with a significant value of 0,000. 
A significant value of less than 0.05 indicates that the regression model can be used to predict firm value. 
 
Table 4 
Statistical test F 
 
Model Sum of Squares df Mean Square F Sig. 
1 Regression 295.167 3 98.389 9.892 .000b 
Residual 2247.956 226 9.947   
Total 2543.123 229    
Secondary Data, 2020 
 
The T-test (Significance Test of Individual Parameters) 
 
The t statistical test was carried out to show how far the influence of one independent variable individually in 
explaining the variation of the dependent variable (Kusumadilaga, 2010). The significance value (Sig) in the table is 
below <0.05, indicating that there is an influence between the independent variable and the dependent variable. 
 
Table 5 
Statistical test t 
 
Model Unstandardized Coefficients 
Standardized 
Coefficients 
t Sig. B Std. Error Beta 
1 (Constant) 2.438 .367  6.649 .000 
Financial performance .440 .091 .304 4.810 .000 
Secondary Data, 2020 
 
Effect of Financial Performance on Firm Value 
 
In Table 1 above, the significance level is obtained at 0.000 and the significance value is smaller than Los (level of 
significance) 0.05 (α = 5%), then H1 which says Financial performance has a positive effect on accepted firm value 
(0.000 <0.05). Based on the results of regression model 1 in Table 5, it is found that the company's financial 
performance as measured by return on assets (ROA) has a positive effect on firm value as measured by Tobin's Q. 
Return on assets is used to measure the amount of net income that can be obtained from company operations by using 
all his wealth. A positive ROA indicates that the total assets used for the company's operations can provide profits for 
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the company. Conversely, if the ROA is negative, it shows that the total assets used are not profitable. Therefore, the 
more positive the value of ROA will show good financial performance which will be followed by an increase in the 
share price of the company. 
Based on the hypothesis testing that has been done, it is found that financial performance, which is proxied by 
ROA, has a positive effect on firm value. This means that a positive ROA indicates that the assets used for the 
company's operations can provide profits for the company. The higher the value of the ROA ratio, the higher the 
company's ability to generate profits which results in high profitability. The high profitability value of the company 
will give a positive signal to investors or creditors that the company is in a favorable condition, this will attract investors 
to own the company's shares. The high demand for shares will make investors appreciate the value of shares greater 
than the recorded value in the company value so that the company value will be high. 
The results of this study confirm some of the results of previous studies such as research conducted by Ab Razak 
et al. (2008) and Yuniasih & Wirakusuma (2007), which found that financial performance has a positive effect on firm 
value. Modigliani & Miller (1958), stated that firm value is determined by the company's earnings power assets. The 
positive effect of earnings power assets on firm value shows that the higher the earnings power, the more efficient the 
asset turnover will be, and the higher the profit margin the company gets so that it has an impact on increasing firm 
value. Puspitasari (2010) also found that financial performance has a positive effect on firm value. 
 
Effect of corporate governance on the relationship between financial performance and firm value 
 
The interaction variable between financial performance and corporate governance (X * Z) as shown in Table 2 has a 
positive coefficient value of 0.101 with a significance level of 0.032. The positive influence of the interaction variable 
indicates that corporate governance can strengthen the relationship between firm performance and firm value.  
 
Hypothesis 2 is acceptable 
 
The results of statistical data analysis prove that corporate governance has a positive effect on the relationship between 
financial performance and firm value. This means that corporate governance can strengthen the relationship between 
company performance and firm value. Well-structured and well-structured company management can increase 
transparency and accountability and can control the behavior of managers so that they not only benefit themselves but 
benefit stakeholders. The implementation of good corporate governance can improve the company's financial 
performance as a result of the low risk that must be borne by investors due to the assurance of the safety of funds 
invested in the company. 
The results of this study confirm some of the results of previous studies such as research conducted by Retno & 
Priantinah (2012), proving that corporate governance has a positive effect on firm value as proxied by Tobin's Q ratio. 
According to Sukasih (2011), the implementation of corporate governance in companies can improve the company's 
financial performance because investors feel secure on invested funds so that it will reduce the company's cost of 
capital. According to research by Love & Klapper (2002); Black et al. (2003); and Da Silveira & Barros (2007), it 
shows that the higher the level of transparency on the implementation of good corporate governance, the higher the 
firm value as indicated by the high stock prices. company. According to Retno & Priantinah (2012), corporate 
governance mechanisms can create a balance between various interests that can provide benefits for the company as a 
whole. Anggitasari & Siti (2012), shows that corporate governance proxied through institutional ownership can 




This research has theoretical implications, especially in the development of accounting science related to financial 
performance, corporate governance, and firm value. Theoretically, this research also contributes to agency theory 
(agency theory), where information asymmetry in this study occurs when the company's internal information is 
relatively large and the information is relatively faster than external parties. So, what can be done is to use the 
information to manipulate financial reporting to maximize its prosperity. One of the management's actions on earnings 
that can be taken by management is income smoothing. The findings of this study indicate that financial performance 
has a positive effect on firm value and the contribution of corporate governance to strengthen the relationship between 
financial performance and firm value. 
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The results showed that there was a positive influence on financial performance and had a positive effect on firm 
value and the contribution of corporate governance to strengthen the relationship between financial performance and 
firm value. These findings are relevant to investors' perceptions that companies that have stable or high returns each 
year are considered capable of providing high returns for investors, such as large dividends each year. To increase 
profits, the profit smoothing company must be able to carry out management in terms of marketing to increase sales, 
HR management to improve service to customers, and financial management to manage sources of funds, both capital, 
and profits earned by the company. 
 
 
4   Conclusion 
 
The company financial performance as measured by return on assets (ROA) has a positive effect on firm value as 
measured by Tobin's Q. Return on assets is used to measure the amount of net income that can be obtained from 
company operations by using all of its assets. Corporate governance can strengthen the relationship between company 
performance and firm value. For future researchers who take the same research topic, it is better to use a larger sample 
size. A large sample will make research results better. And it is hoped that the next researchers will be able to expand 




There are several limitations in the process of implementing and completing this research and it can be used as a 
reference for further, better research. Some of these limitations include: 
1) The object of research is only limited to income-leveling companies, therefore for further research, it is better 
to use a larger sample. 
2) The span of the research year is less long, therefore for further research, it is better to use a longer research year. 
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